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Oversight:
A Look at the New York City Energy Policy Task Force’s January 2004 Report, “New York City Energy Policy: An Electricity Resource Roadmap”

On Friday, February 13, 2004, the Committee on Environmental Protection will hold an oversight hearing on the New York City Energy Policy Task Force’s January 2004 Report, “New York City Energy Policy: An Electricity Resource Roadmap”.

I.
Introduction

In July of 2003, Mayor Michael R. Bloomberg established the New York City Energy Policy Task Force (“Task Force”) following a City energy issues meeting.  The Energy Policy Task Force is chaired by Gil C. Quiniones, Senior Vice President of Energy at the New York City Economic Development Corporation (EDC), and “has sixteen members consisting of leading energy experts in the private, public and nonprofit sectors, as well as representatives of community groups.”
  On January 21, 2004, the Mayor issued a press release announcing a report produced by the Task Force, entitled “New York City Energy Policy: An Electricity Resource Roadmap,” which outlined “recommendations for the City’s energy policy and strategies for meeting current and future energy demands.”  Essentially, the report “includes recommendations in four principal areas: energy supply, distributed resources, energy delivery, and initiatives for New York City agencies.”

II.
The Electric System in New York State

In 1997, the energy industry in New York was deregulated, separating the generation of power from companies that own the power lines and establishing a market where electricity could be traded like any other commodity.  The intent of such deregulation is to lower prices and guarantee a sufficient supply of energy.


Deregulation of the energy industry has been criticized by some and lauded by others.  Critics contend that such deregulation obfuscates the lines of responsibility and accountability over vital measures such as the security of generating stations and transmission lines, and the expensive upkeep of the distribution network.  More optimistic about the energy deregulation is the New York Independent System Operator (NYISO), which notes that since deregulation of the energy market in New York, much progress has been made in establishing fair, efficient and competitive wholesale markets in the State.  The NYISO notes, however, that the disclosure surrounding the demise of Enron and the crumbling finances of many merchant-generating companies have combined to discourage investment in power facilities in New York and elsewhere.
  Therefore, the City must develop strategies for meeting current and future energy demands in order to “maintain its position as the financial, corporate and communications capital of the world.”
  The regional blackout of 2003 clearly reminded New Yorkers how critically the City’s economy and environment is dependent upon a constant stream of electricity.

II.
 The Blackout of 2003


On the afternoon of Thursday, August 14, 2003, the State of New York experienced a loss of electrical service.  Other states that were directly affected by the electrical power failure – the largest power failure in United States history – were Michigan, Ohio, Pennsylvania, New Jersey, Connecticut, Vermont and Massachusetts.
 Although it is widely held that a lack of generating capacity in New York State was not the cause of the Blackout of 2003, nevertheless, it impacted millions of people and resulted in adverse environmental impacts and serious economic losses for New York City.  The blackout was a reminder to all New Yorkers that the City must have a dependable source of electricity since electricity “makes much of the City’s daily functioning possible – from the vast underground transit system and the commuter rail network to the elevators that serve our high-rise buildings.”


The Office of the New York City Comptroller has estimated that New York City lost more than $1 billion dollars as a result of the blackout of 2003.
  The blackout also adversely impacted the City’s environment as a result of the extra trash, including food thrown out by restaurants and stores, which piled up on the streets of New York.  Furthermore, the power outage “caused water treatment plants and a pumping station to spew untreated water and sewage into New York area waters.”
  “By the time electricity was restored, 490 million gallons had spilled…causing beaches to close and posing health and environmental hazards”.

The above-mentioned adverse environmental impacts and serious economic losses attributed to the regional blackout of 2003 clearly shows, as previously mentioned, that the City’s economy and environment is critically dependent upon a constant stream of electricity.
III.
The City’s Electric Capacity

In August 2001, New York City’s energy demand reached record-setting levels when the Northeast experienced a major heat wave.
  That stress on New York’s electric system underscored the concern that the State’s energy supply might not be adequate to meet its demand.  The following month, the City of New York experienced a reduction in the demand for electricity following the September 11th terrorist attack on the World Trade Center.  However, as the City rebuilds and recovers from a sluggish economy, the demand by the New York City customers for electricity is expected to exceed the amount of reliable supply as a result of an increase in the use of electrical devices.  According to several high-ranking officials and organizations, including Mayor Bloomberg, the New York State Attorney General, the New York State Business Council, the New York Building Congress and the Independent Power Producers of New York (IPPNY), without increase in generating capacity to meet the demand and increased emphasis on energy efficiency, the City of New York could face brownouts and blackouts as well as price spikes.
  Energy experts have recommended several measures to address the potential power crisis, including the construction of new electric generating plants.


According to the NYISO, New York State will need an additional 5,000 – 7,000 megawatts (MW) of electric generating capacity in the next five years “to enhance reliability and security, keep prices competitive, and benefit the environment.”
  Furthermore, NYISO contends that a “majority of these 5,000-plus MW should be built in the downstate and Long Island areas.”
  New York’s reliability requirements demand that a significant portion of electricity must be generated within the boundaries of New York City.  This is based on the “80 percent rule”, established by the NYISO and the New York State Reliability Council (NYSRC), which requires that eighty percent of the City’s peak demand capacity be generated within City limits in order to maintain the reliability of the City’s electricity supply.  Also, the NYISO and the NYSRC have established an 18% “capacity reserve margin”, which requires that a reserve equal to at least 18% of projected electricity demand be maintained to ensure system reliability.


As previously mentioned, it is widely believed by high-ranking officials and organizations that new power plants will be needed to meet the projected additional capacity requirements.
  Prior to January 1, 2003, new electric power plants built in New York State with a generating capacity of 80 MW or more and existing power plants seeking to expand to provide a generating capacity of 80 MW or more were required to undergo a review and permitting process pursuant to Article X of the State Public Service Law.  Under that law, new and expanding facilities had to obtain a Certificate of Environmental Compatibility and Public Need from the New York State Public Service Commission’s (NYSPSC) State Board on Electric Generation Siting and the Environment (Siting Board).
  Since Article X expired at the end of 2002, new power plants must undergo a renewed permitting process pursuant to the State Environmental Quality Review Act (SEQRA), a process that, according to the New York City Energy Policy Task Force, “is far more cumbersome than with the Article X process in place.”
  More disturbing is NYISO’s contention that “[t]he future outlook for adequate, efficient and environmentally friendly generation is bleak.”
  The Task Force notes that financial markets have “created problems for developers of electric generation facilities since the bankruptcies of Enron, Mirant, PG&E’s National Energy Group, and NRG, as well as the financial distress of still more merchant developers and marketers.”
  In addition, the Task Force asserts that “[w]hile a number of developers remain active and financially sound (including subsidiaries of PSEG and KeySpan) and credit-worthy affiliates of such financial firms as Goldman Sachs and Kohlberg Kravitz Roberts & Co. are taking equity positions in new projects, it may be some time before the confidence of lenders returns to the sector.”
  According to the NYISO, “there is little evidence that serious consideration is being given to additional new generation in New York State, New York City, or on Long Island.  This dim outlook is due to a confluence of factors, which combine to produce market uncertainty and paralysis.”
  Several of the major negative drivers are:

· The expiration of New York’s Article X Siting Law.

· The ENRON disclosures and the subsequent severe financial problems of merchant generation companies, effectively eliminating near-term financing of new merchant projects, including those that hold siting permits.

· Problems in New York (and the region’s) wholesale capacity markets and the institutional difficulties of entering into long-term power supply contracts further restrict generation developers’ and end use suppliers’ options.

· New state emissions standards may cause the retirement of existing generating facilities.

Currently, there are sixteen (16) generation projects, subject to the New York State Article X Siting Law, that are either under construction, approved or have an application that is pending.
  These generation projects submitted applications prior to the expiration of Article X.
  However, the NYISO and Task Force have concluded that the market for future construction of additional new generation projects does not appear promising due to the aforementioned negative factors.

IV.
Meeting Current and Future Energy Demands


In light of the dim energy market outlook, the City must develop strategies for meeting current and future energy demands in order to “maintain its position as the financial, corporate and communications capital of the world.”
  
In 2003, according to the Task Force,

“New York City’s forecasted peak electricity demand was 11,020 megawatts.  By regulation and for reliability purposes, 8,816 MW, or 80% of that forecasted peak load, had to be supplied by capacity available in-City.  The available electricity supply capacity in the City exceeded the 80% requirement by only 71 MW.

In other words, New York City has adequate electricity resources today, but only by a slim margin.  A projected increase of approximately 1.5% annually in electricity demand in the next five years will necessitate new generation and transmission facilities and expanded distributed resources measures.  Additional resources will be required to assure market price stability, and old power plants will need to be retired and/or replaced with cleaner, more efficient facilities by 2008.”

The Task Force has concluded that “the City will need 2,600 megawatts of new electricity resources by 2008 to ensure continued reliability, promote economic growth and address environmental issues.”
  This additional 2,600 megawatts of new electricity resources for the City is not to be confused with, as previously mentioned, the additional 5,000- 7,000 megawatts that, according to the NYISO, the State of New York must bring online by 2008.  According to the Task Force, the best way for the City to meet the goal of 2,600 megawatts of new electricity resources “will be through a combination of generation plants (both new and repowered), transmission lines, and distributed resources – including clean on-site generation and various methods of energy efficiency and demand reduction.”
  In addition, the Task Force concluded that “[n]atural gas pipelines and local electric, gas and steam distribution systems, which are critical to energy delivery, must also be enhanced,” and that the “City government should serve as a model by managing its own electricity use wisely.”
  Key to delivering the 2,600 megawatts of new electricity resources to New York City are two aspects of the City’s energy supply infrastructure: electricity transmission and generation.

“Transmission capacity to the City has not been increased since the 1980s.”
  Unfortunately, according to the Task Force, “transmission lines cannot carry enough energy into the City to meet its peak load, defined as the year’s highest point of electricity demand.”
  However, NYISO is currently

“considering transmission plans and expansions in conjunction with FERC (Federal Energy Regulatory Commission) and the PSC (Public Service Commission).  Meanwhile, merchant developers are proposing two transmission projects connecting New York City to New Jersey and upstate New York.  If built, these lines might allow access to power at prices lower than those now available in the City.”

With regards to electricity generation, most new in-City generation, according to the Task Force, “is proposed to utilize natural gas as the primary fuel, as environmental requirements limit the use of alternative fuel to 720 hours (30 days) per year.”
  “Given increased reliance on natural gas, there could be reliability and cost impacts from inadequate gas pipeline capacity.”
  The Task Force notes that “[e]xisting pipeline is currently used to capacity during peak periods, and additional pipeline space is needed to meet future growth in both consumer gas use and gas-fired generation.”
  Until this situation is addressed, the Task Force argues that “a balanced energy strategy for the City should maintain the ability of existing and new units to burn the cleanest possible liquid fuels, especially during emergencies; increase the efficiency of gas use in power plants; diversify gas supplies; and expand pipeline delivery capacity to the New York City area.”

To meet the City’s growing energy need and to maintain its position as the financial, corporate and communications capital of the world, the Task Force has made the following major recommendations:

· Promote increased investment in energy efficiency by supporting policies that enhance overall electric system reliability, lower consumer costs and protect the environment.

· Support innovative financing for appropriate electricity projects, including the use of long-term power purchase agreements as a vehicle for reducing project risk.

· Advocate in Albany for the immediate passage of an amended Article X power plant siting law and facilitate appropriate siting of power plants and other energy facilities.

· Establish a formal planning process to coordinate the major infrastructure projects for the City, State and local distribution utilities.

· Enhance and expand the City’s energy efficiency programs, such as the Energy Cost Reduction Program (ENCORE), and incorporate cost-effective, high-performance design strategies into City-led projects for long-term value.
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